T
here is an extensive and growing body of research on customer satisfaction that focuses primarily on disaggregate or individual-level satisfaction with particular goods or services (Yi 1991) . Relatively little attention has been paid to the determinants of marketlevel satisfaction, which is defined here as the aggregate satisfaction of those who purchase and consume a particular product offering (e.g., Ford Escort owners or Federal Express users). Our goal is to develop and test an approach to modeling satisfaction that links marketlevel expectations, perceived performance or value, and customer satisfaction over time. In the process we address two important questions: (1) What is the nature of market-level product and service performance expectations? and (2) What are the antecedents of marketlevel satisfaction? Our discussion suggests that while there is a large rational component to market expectations, they remain adaptive to changing market conditions. Satisfaction in any given period should also be a function of perceived performance, expectations, and prior satisfaction such that, from year to year, market satisfaction is relatively stable.
There are both scientific and pragmatic reasons for studying market-level customer satisfaction and its antecedents. From a scientific standpoint, satisfaction research stands to gain by augmenting existing individual-level studies with market-level analyses. Studying customers in the aggregate is one way to establish empirical generalizations in the domain of satisfaction research. While individual-level studies demonstrate the range of possible behavioral phenomena, psychologists have long recognized the difficulties involved in obtaining generalizations from them (Warneryd 1988) . A lack of emerging empirical generalizability is clearly evident in the quality and satisfaction literature, in which the debate over alternative models and methods continues (Anderson and Sullivan 1993; Yi 1991) . It can be argued that the attitudes and behavior of individuals may be so situationally unique that individuallevel studies will be unable to establish reliable generalizations in this area. One solution is the aggregation of individuals, occasions, stimuli, and/or modes of measurement (Epstein 1980 ). This aggregation serves both to reduce error in the measurement of key satisfaction-related variables and to increase the establishment of coherent relationships with other variables (e.g., purchase intentions or customer loyalty).
There is ample evidence of the value gained by augmenting the traditional focus in psychological studies on individual behaviors or events with aggregates. For example, personality characteristics that have little or no effect on individual behaviors show statistically significant and predictable relationships to behavioral aggregates (Enstein 1979 (Enstein -1980 . In research on the "cross section versus time series paradox" (see Warneryd 1988) , individual data often show no relationship between consumer attitudes toward economic conditions and subsequent purchase behavior. This attitude-behavior relationship is, however, clear and robust in aggregate data.
From a pragmatic standpoint, while service providers may focus on tailoring their offerings to an individual, marketing managers, product planners, and development teams focus on the needs and wants of entire markets or market segments. Aggregate-level surveys, from J. D. Power surveys of automobile owners, to hotel surveys of recent guests, to Consumer Reports surveys of movie-going readers, provide important indicators of the level of satisfaction in a firm's customer base. This market-level satisfaction is a strong indicator of aggregate customer retention and future profitability (Anderson, Fornell, and Lehmann 1994) and thus has emerged as an important yardstick or benchmark for firms seeking to accelerate business performance as well as for policymakers interested in tracking consumer well-being.
In order to develop our model of market-level satisfaction, we begin by describing various expectation models that have been developed in a price context and discuss their applicability to market performance information. We then develop a satisfaction model in which customer satisfaction is a function of customers' expectations, perceptions of performance, and prior satisfaction. We develop and compare alternative specifications using market-level data from the Swedish Customer Satisfaction Barometer (SCSB; Fornell 1992). Our results suggest that market performance expectations have a large rational component yet remain adaptive to changing market conditions. Market-level satisfaction is also, relatively stable over time and is positively affected by performance and expectations in any given period.
MARKET-LEVEL EXPECTATIONS Price Expectation Models
Modeling market-level satisfaction requires an understanding of market-level product and service performance expectations. Although performance, in this context, includes both price and nonprice performance information, there is a vast literature on alternative price expectation models in economics, economic psychology, and consumer behavior on which to draw (Lovell 1986; Oliver and Winer 1987 
where Et is expected price in time period t, and P1_1 is the observed market price in time period t -1. The overly adaptive or "biased" nature of this model led Goodwin (1947) to introduce an extrapolative price expectations model in which price is expected to change by some constant factor times the most recently observed change in price. Goodwin's (1947) model can be stated as follows:
where -p is the "extrapolative coefficient of expectation," and price expectations are essentially a weighted average of prices over the past two market periods. This model is also relatively biased, however, in that expectations ignore all but the previous two periods of price information.
More recently, researchers have focused on adaptive expectations (Nerlove 1958 ) that stem from Hicks's (1939) concept of the "elasticity of expectations." According to the adaptive model, current price expectations are a weighted average of prior expectations and the most recently observed price information:
where b is a coefficient of adaptation such that 0 < b < 1. The greater this coefficient of adaptation, the more significant the effect of immediate past price information on current expectations, or the more adaptive the expectations. In a customer satisfaction context, this model would view current product performance expectations as a weighted average of prior customer expectations and the most recently observed level of performance. As for price, the more weight placed on the recent performance information, the more adaptive the expectations. An important feature of the adaptive expectations model is that it provides a psychologically attractive view of expectation formation. Buyers hold an ongoing expectation of performance that is adjusted on the basis of currently available information (Winer 1985) . Adaptive expectations are thus consistent with the anchoring and adjustment-type processes often found in information-processing models (Tversky and Kahneman 1974).
A potential problem with all of the preceding expectation models is that, from an economic perspective, they are biased toward more recent price information. In a stable market, any bias would result in systematic forecasting errors and profitable opportunities for more accurate forecasts so that the bias is eliminated over time. This consideration led Muth (1961) to propose an economic framework of rational expectations. Accordingly, economic agents use all relevant information such that the observed price is equal to the mean ex-pectation of buyers in a market (e.g., the market price expectation), which, in turn, is the same as that predicted by the relevant economic theory. That is, Pt = Et= P*, Jacobson and Obermiller (1990) focused directly on the nature of consumers' expected future prices through the use of grocery store data on canned tuna sales. Their results revealed consumer forecasts that were both biased and inefficient in an economic sense and more consistent with a serial correlation model. In a slightly different context, Glazer et al. (1988 Glazer et al. ( , 1990 ) used the rational and adaptive expectations models to study the expectations that managers form in a simulated competitive marketing environment. They found partial support for the rational expectations hypothesis. While their managers' expectations were relatively efficient, or made use of the available relevant information, they were biased. These studies support Lovell's (1986) contention that rational expectations do not completely describe individual-level expectations.
Market Performance Expectations
The nature of market performance expectations has not, to our knowledge, been studied in a customer satisfaction context. To generalize from existing price research and models to market-level performance expectations, we must address two key considerations: (1) In contrast, aggregate expectations change more slowly and are subject to much less variation over time (Katona 1980 ). Just when this aggregation effect exists should depend on the distribution of individual anchors and adjustments. When these individual differences are randomly distributed around performance, as one might expect in a very stable market, expectations that are individually adaptive should aggregate into a rational market-level expectation. This is why Katona (1980) argues that "many factors cancel out when the attitudes and behavior of very large groups are compared" (p. 60). Individual differences in pessimism or optimism, for example, tend to wash out in the aggregate, making market-level expectations far more stable than those of individuals. Similarly, Van Raaij (1989) argues that, while rational expectations are not likely to describe the process of individual-level expectation formation, they may be very useful in describing macro-or aggregate-level expectations. This aggregation effect is consistent with Muth's (1961) original arguments and the view that economic models such as rational expectations do not claim to describe the process by which people actually make decisions. Rather, they claim to explain why certain behavior and decisions persist at a market level.
Two studies, one involving firms and one involving individuals, illustrate this phenomenon of aggregate rationality. Hirsch and Lovell (1969) found evidence of bias in the sales expectations of firms, whereby some firms were perpetual optimists who regularly overestimated and others were perpetual pessimists who regularly underestimated future sales. However, the bias in the optimists effectively canceled out the bias in the pessimists such that the aggregate industry expectations were rational. Johnson and Plott (1989) studied individuals competing in four experimental markets to test the stability of supply-response lag markets and examine the nature of individual and aggregate price expectations. Across the markets, adaptive expectations provided the best explanation of individual price expectations, followed by extrapolative expectations. Rational expectations provided a poor description of the individual-level expectations, a result that is consistent with individual-level experimental (Williams 1987) , consumer panel (Jacobson and Obermiller 1990), and survey research (Lovell 1986 ). However, contrary to the equilibrium predictions of the adaptive and extrapolative expectations models, all four markets were stable. The aggregate behavior in these markets was more consistent with the rational expectations hypothesis. This mirrors other accumulated findings in experimental economics in which apparently anomalous individuallevel data are far more rational and consistent with economic theory in the aggregate (Plott 1986 ).
Yet this aggregation effect assumes that the informational anchors and biases of individuals are randomly distributed, as might be approximated in a stable market. The markets studied by Johnson and Plott (1989) , for example, were stable in that supply and demand conditions remained constant over those market periods in which expectations were examined. If individual-level biases are more systematic and are being driven by some fundamental change in market conditions, such as a market that is in a period of growth, decline, quality improvement, or deregulation, then aggregate expectations should also be somewhat adaptive. If markets are continuously improving, and this improvement is reflected in a firm's product mix, then the market as a whole should update its expectation and learn in times of change. As Simon (1979) argues, there is no reason to assume that the same expectation function will describe aggregate expectations in different contexts or in the same context at different points in time.
The second major issue to address is the extrapolation from price to performance expectations, where performance includes both price and nonprice information. Performance information is fundamentally different from price alone. Nelson (1970) , for example, distinguishes between search and experience attributes. Search attributes are, like price, readily observable prior to purchase. Experience attributes are those qualities that can be evaluated only after purchasing and consuming the product. Darby and Karni (1973) subsequently identified a third category they call credence attributes, which includes those attributes that are not readily observable even after some degree of purchase and consumption (e.g., the longevity of an appliance). Basically, price information is immediately observable, while quality information is not. Because quality perceptions emerge over time, market adaptation to a change in performance or quality should be more prolonged than adaptation to a change in price.
Taken together, these arguments support the following proposition: Market-level performance expectations should be largely rational as a result of the effects of aggregation, yet they should remain somewhat adaptive in the face of changing market conditions. In an age of customer satisfaction, quality improvement, and total quality management programs, many markets are changing, and consumers are adapting to the changing quality levels. The American automobile industry is a case in point, where prior negative experiences resulted, over time, in low expectations. Although objective quality improvements were well documented, it has taken buyers some time to learn about these improvements through their own experiences and to adapt their expectations accordingly.
"Changing market conditions" aptly describes the situation faced by those firms in the Swedish Customer Satisfaction Barometer (SCSB). The SCSB was established to provide benchmarks and help improve the competitiveness of Swedish goods and services (Fornell 1992) . As economic unity spreads across Europe, Swedish firms and industries are facing increasing competition across the board and are trying to improve quality to defend themselves. Therefore, while we expect that market performance expectations in Sweden are relatively stable or rational, some significant market adaptation effects should persist in times of change.
Because aggregate expectations should be relatively accurate or consistent with perceived performance, one could argue that a separate expectations construct is unnecessary. Conceptually, however, the constructs capture different sources of important information. Perceived product performance or quality captures information about current customers' more recent experiences with a good or service, while expectations reflect customers' accumulated experience and forecast of future quality experiences. As noted, expectations may be adapting to a changing performance environment and have their own positive effect on satisfaction. Even under a hypothesis of purely rational expectations, random shocks, or changes in performance due to unpredictable environmental factors, will prevent expectations and performance from being equal at any given point in time (Pashigian 1970 ).
MARKET-LEVEL SATISFACTION Two Conceptualizations of Customer Satisfaction
The modeling of customer satisfaction depends critically on how satisfaction is conceptualized. Two general conceptualizations of satisfaction exist in the literature, transaction-specific satisfaction and cumulative satisfaction (Anderson and Fornell 1993; Boulding et al. 1993 ). Consumer and marketing researchers are often concerned with satisfaction as an individual, transaction-specific measure or evaluation of a particular product or service experience (Cronin and Taylor 1992). There is disagreement, however, as to whether perceived service quality is an antecedent to transaction-specific satisfaction (Parasuraman, Zeithaml, and Berry 1988) or transaction-specific satisfaction is an antecedent to perceived service quality (Bitner 1990 ; Bolton and Drew 1991).
Alternatively, satisfaction is viewed here as a cumulative, abstract construct that describes customers' total consumption experience with a product or service (Johnson and Fornell 1991) . This conceptualization of satisfaction is more consistent with existing views in economic psychology, where satisfaction is equated with the notion of subjective well-being (Van Raaij 1981; Warneryd 1988), and economics, where satisfaction goes beyond expected utility to encompass postpurchase consumption utility (Meeks 1984) . Satisfaction, in this view, is not a transient perception of how happy a customer is with a product or service at any given point in time. It is a customer's overall evaluation of his or her purchase and consumption experience to date. Because this cumulative satisfaction directly affects customer loyalty and subsequent profitability, it serves as a common denominator for describing differences across firms and industries. In sum, while a transaction-specific view of satisfaction provides valuable insight into particular, short-run product or service encounters, cumulative satisfaction is a fundamental indicator of a market's (or firm's) current and long-run performance. Again, this is why cumulative satisfaction is of such great interest to management.
Antecedents of Market Satisfaction
The expansive behavioral literature on satisfaction has focused on individual-level satisfaction and its psychological antecedents. Relatively few studies examine market-level satisfaction, where aggregate satisfaction with a product or service is the focus of interest. Prior studies have operationalized performance using both attribute-specific and global ratings of product quality (e.g., Churchill and Surprenant 1982; Westbrook and Reilly 1983). These studies typically analyze satisfaction, however, within the context of particular product or service categories (e.g., video disc players or automobiles), where common attribute-specific ratings are possible. In contrast, we compare performance and satisfaction ratings across a wide range of product and service categories that are noncomparable at an attribute-specific level. We use customers' perceptions of value, where value is the ratio of benefits received relative to costs incurred, to measure performance in a way that makes these very different products and services comparable (Johnson 1984) .
Using value as a normalized measure of performance also controls for differences in budget and income constraints across individuals and households (Hauser and Shugan 1983; Lancaster 1971 ) and further facilitates the comparability of our measure. Finally, a direct effect of perceived performance measured as "value" is consistent with basic marketing and economic principles. In marketing, practitioners strive to provide consumers with desired product or service benefits, while in economics, households are viewed as striving to maximize desired product or service characteristics per dollar (Lancaster 1971) . Perceived performance or value should, therefore, be an important predictor of marketlevel or cross-category satisfaction. This market expectation effect is consistent with our conceptualization of satisfaction as a cumulative construct. Accordingly, satisfaction should be affected by more recent performance experiences as well as accumulated experience as reflected in a market's aggregate expectation. Previous research using the SCSB supports this effect at both the individual (Fornell 1992 ) and industry (Fornell and Johnson 1993) levels. The effect also parallels the work of Katona (1979 Katona ( , 1980 , who spent years demonstrating that aggregate economic expectations affect aggregate economic behavior. Katona (1979 Katona ( , 1980 showed, for example, that negative attitudes or expectations, as revealed in the Index of Consumer Sentiment, both predict and contribute to economic downturns.
Disconfirmation Effect. Using disconfirmation as an antecedent follows from the disconfirmation model (Oliver 1977 (Oliver , 1980 Westbrook and Reilly 1983) , in which the principal determinant of individual-level satisfaction is the degree to which perceived performance confirms or disconfirms performance expectations. Accordingly, when performance exceeds expectations (positive disconfirmation), satisfaction increases. When expectations exceed performance (negative disconfirmation), satisfaction decreases. Strictly speaking, the disconfirmation model predicts that satisfaction should increase with performance and decrease with expectations.
The disconfirmation model is problematic in the context of aggregate market satisfaction. One reason is that performance and expectations must be relatively independent for disconfirmation to occur. This is an unlikely condition for an entire market in which expectations, whether adaptive or rational, are relatively accurate or consistent with performance (Johnson and Fornell 1991). As long as a market has had some time to adapt and learn what levels of performance to expect, significant disconfirmation is unlikely. Aggregate disconfirmation requires an entire market of buyers to hold systematically inaccurate expectations, which must be the exception rather than the rule. One case in which this nBtay be possible is when a market undergoes a major and unexpected change, as when a revolutionary product or service is suddenly introduced that exceeds performance expectations for the category. Imagine if an automobile manufacturer suddenly were to announce the availability of an electric car that holds six adults and has a 1,000-mile driving range.
A second reason that the disconfirmation model may not be appropriate for explaining aggregate market satisfaction is that market satisfaction is conceptualized as a cumulative rather than a transaction-specific evaluation. From transaction to transaction in the case of services or from use occasion to use occasion for products, one would expect some variation between performance and expectations. Service providers have a particularly difficult task in "conforming to specifications" on any particular occasion because their production process involves the largely human resources of the firm and customers themselves (Fornell and Johnson 1993 ). This creates a significant degree of transaction-specific uncertainty in the service production process. In contrast, customers' recent accumulation of experiences (e.g., communications or banking service over the past year) are easier to predict. Thus disconfirmation, when it occurs, is more likely when satisfaction is studied from a transaction-specific than a cumulative perspective.
However, even in a transaction-specific context, recent research suggests that disconfirmation is not as important as the direct effects of performance (Yi 1991).
Cronin and Taylor (1992) directly compared alternative conceptualizations of service satisfaction using banks, pest control vendors, dry cleaning chains, and fast food outlets as stimuli. They examined whether variation in perceived service quality was a direct function of performance or driven by a disconfirmation effect (performance minus expectations) and whether satisfaction was best viewed as an outcome or antecedent of service quality. Their results support treating service quality as a direct function of performance rather than disconfirmation. They also support a causal relationship in which service quality is an antecedent to satisfaction, which, in turn, affects purchase intentions.
Market-Level Model Specifications
Our discussion suggests a parsimonious market-level model in which satisfaction is a positive function of performance and expectations. This is consistent with Van Raaij's (1981) general model of economic psychology, in which subjective well-being (i.e., satisfaction) is a direct function of firm-level behavior (i.e., performance) and perceptions of economic conditions (i.e., expectations). A fully specified formulation of this model is as follows: St = bo + blPerf, + b2Et + Trend + nt,
where St is satisfaction in time period t, Perft is performance in time period t, and Et is expected performance in time period t, Trend is a standard trend factor (Kalwani et al. 1990; Winer 1986) to account for year-toyear changes in satisfaction, and nt is an independent and identically distributed random variable with zero mean and finite variance. Alternatively, given that we view satisfaction as a cumulative construct, it may be appropriate to model satisfaction, like expectations, as persisting over time. That is, in a dynamic model of market satisfaction, current satisfaction should be a direct function of past satisfaction. Thus, in addition to the above specification, we test a model in which satisfaction in time period t is a function of performance and expectations in time period t as well as satisfaction in time period t -1: St = bo + b1Perf, + b2E, + b3St-1 + Trend + nt. (6) While consistent with our cumulative conceptualization of satisfaction, this lagged specification also helps account for heterogeneity in our sample of industries by formulating the system of equations to be tested as state dependent.
On the basis of our previous discussion, we expect that the expectations parameter in Equations 5 and 6, Et, has a large rational or stable component, yet it remains adaptive to changing conditions. Thus, we expect Equation 3 to be the best predictor of performance expectations, where we substitute Perft, performance in time period t, for P , price in time period t: Et = bo + b1Et_, + b2Perft-1 + Trend + nt, (7) where b2 is now the coefficient of adaptation with the constraint that b1 + b2 = 1. The rationality of the market expectations should be reflected in a large effect of prior expectations on current expectations (bl) when compared to the adaptation coefficient (b2).
In order to properly evaluate this expectation function, we compare it to two alternative expectation models described earlier. 
where b1 is constrained to be equal to one (Lovell 1986 ).
In its strictest form, the rational expectations hypothesis also predicts that bo equals zero, which we consider in our Results section.1 Finally, although our discussion suggests that the disconfirmation model is problematic in the context of aggregate satisfaction, we estimated two versions of this model in which satisfaction is unlagged (Eq. 10) and lagged (Eq. 1 1): St = bo + bI(Perft -Et) + Trend + nt, In sum, we predict that market expectations are relatively stable, although adaptive, in the SCSB data. We also predict that performance and expectations positively affect satisfaction in any given period, while prior satisfaction affects current satisfaction across periods. These predictions are based on a market-level view of expectations and performance perceptions and a cumulative, rather than transaction-specific, conceptualization of satisfaction.
EMPIRICAL TEST

Data and Analyses
Of primary interest is the estimation of six alternative systems of equations. Expectations are modeled as extrapolative, adaptive, or rational. Satisfaction is modeled as a function either of performance and expectations or of performance, expectations, and lagged satisfaction. A three-stage least square algorithm is used to estimate the models because of simultaneity and expected correlation between the expectation and satisfaction equations. The analysis uses market-level expectation, performance, and satisfaction indices available from the SCSB (Fornell 1992 ). The SCSB contacts approximately 100,000 representative Swedish customers each year by telephone. The respondents are screened to obtain a sample of customers who have experience with the products or services in the index, which results in an annual sample of approximately 25,000. Except for food products and television broadcasting, each respondent participates in an eight-minute telephone interview regarding a single product or service. The sample sizes for the industries range from approximately 250 to over 4,000, depending on the number of competitors, with ' We also examined a variation on Muth's (1961) original model in which current performance is completely predicted by market expectations. However, rather than having current expectation predict current performance, we used expectations in t -1 to predict performance in t. Otherwise, there is an indeterminacy in our system of equations because both expectations and performance are used to explain satisfaction. We focus, however, on Eq. 9 because it is a more direct test of the rational expectations hypothesis, and our tests show that it provides superior predictions when compared to this alternative model. a sampling error that ranges from 0.6 percent to 1.5 percent at the 95 percent confidence level.
A variety of questions are used to assess the respondents' expectations, perceptions of performance, and level of satisfaction. Expectations are measured first by asking customers how well they expected the product or service to perform. Two measures are then collected to operationalize performance (perceived quality relative to price paid): a rating of how well the product or service has performed relative to how much the customer has paid and a rating of how much the customer has paid relative to how well the product or service has performed. Recall that these measures provide an operationalization of perceived performance that is comparable across categories. Finally, three measures are used to operationalize satisfaction: overall satisfaction, confirmation of expectations, and distance from the customer's hypothetical ideal product or service in the industry. These measures are used to construct indices of customers' aggregate expectations, perceived performance, and satisfaction each year for each product or service market where, again, a market is defined as an aggregation of individuals who purchase and consume a particular product offering (see Fornell 1992 for details).
Some comment is in order on our operationalization of satisfaction. Cumulative satisfaction is an inherently latent or abstract construct; any concrete rating of satisfaction is, at best, a proxy (Simon 1974 ). Satisfaction should, therefore, be operationalized by means of a variety of proxies that include ideal point ratings, disconfirmation ratings, and overall satisfaction ratings (Fornell 1992). Fornell's (1992) latent variable satisfaction index extracts only shared variance or that portion of the disconfirmation rating, for example, that is common to all three satisfaction measures. Thus, satisfaction is not confounded by disconfirmation. Rather, the measurement approach views satisfaction as reflected in a customer's expectation disconfirmation, ideal point comparison, and overall satisfaction rating. Nor is performance used as both an antecedent and a measure of satisfaction; only the psychological difference between perceived performance and a customer's expectation or ideal point is used to measure satisfaction. Because Fornell's (1992) performance and satisfaction indices are more direct measures of the constructs under study, they are used here to test the alternative model specifications (see Johnson and Fornell [19911 for a discussion). However, we estimated all the models in one case using the satisfaction index and in a second case using the overall satisfaction measurement variable to check for the existence of any confound between satisfaction and disconfirmation.
The validity of these measures is also supported from a nomological validity standpoint. To scientifically clarify what something is, one must specify "the laws in which it occurs" (Cronbach and Meehl 1955, p. 290) . Nomological validity, a form of construct validity, is the degree to which a theoretical variable or construct behaves as it should behave within a system of related constructs, or a nomological net. The indices used here were operationalized in a broader system of equations that related performance and expectations to satisfaction, and satisfaction, in turn, to its consequences, which include customer loyalty (repurchase intentions, price tolerances) and complaining behavior. The strong support for the proposed linkages across industries (Fornell 1992 In contrast, the present study and analysis focus on the nature of aggregate, market-level expectations and satisfaction. Rather than presuming a particular specification, we directly test competing extrapolative, adaptive, and rational performance expectation models. We also examine the stability of market-level satisfaction over time.
Results
The three-stage least square estimates are provided in Table 1 . The upper half of Table 1 shows the output for extrapolative, adaptive, and rational expectations models for which satisfaction is a function of current expectations and performance. The lower half presents the adaptive and rational expectations models for which satisfaction is a function of performance, expectations, and lagged satisfaction.3 Two statistics are provided to evaluate each system of equations, the system-weighted R2 and the system-weighted mean square error (MSE). The single-equation or two-stage least square R2s are also provided.
Notice that for the unlagged satisfaction models, the adaptive expectations and rational expectations models each case the adaptive coefficient is significant (see Table  1 ). Thus, the data support the existence of adaptive market performance expectations. However, the relatively good fit of the rational model and the relatively large coefficient on prior expectations versus prior performance in the adaptive model (.917 vs. .083 for the unlagged satisfaction model and .906 vs. .094 for the lagged model) clearly demonstrate that there is a large rational component to these expectations; market expectations are relatively stable from period to period.
It is interesting to first examine the unlagged adaptive and rational satisfaction models and then compare them to the lagged versions. When satisfaction is modeled only as a function of performance and expectation, performance has a large and significant effect on satisfaction, while expectation has a smaller, although significant, effect on satisfaction for both the adaptive and rational models. The large performance effects are consistent with the notion that satisfaction is driven primarily by an evaluation of the degree to which products and services provide desired customer benefits or value. The significant expectation effects are consistent with our view of market satisfaction as a cumulative construct. Accordingly, all past performance information, not just recent performance experiences, provides customers with relevant information that affects satisfaction.
The inclusion of lagged satisfaction results in improved R2 and MSE values for both the adaptive and rational models. In both cases, adding lagged satisfaction significantly improves our ability to explain current satisfaction (F(1,488) = 178.089, p < .0001 for the adaptive models and F(1,489) = 174.138, p < .0001 for the rational models). Its effect is comparable to that of current performance (.479 vs. .507 for adaptive expectations and .476 vs. .507 for rational expectations). Although the coefficients for expectation drop to a nonsignificant level, this result should be evaluated in light of the unlagged models, where the expectation effects are significant. As we have argued, expectations reflect past market performance information that may not be reflected in current performance. The expectation models demonstrate that expectations are very stable (Et is primarily a function of E11,). Therefore, including lagged satisfaction in the model effectively incorporates both lagged expectations and lagged performance. It is not surprising that current expectations add relatively little explanatory power to the lagged model. Expectations have their effect via lagged satisfaction. It is important that the lagged model demonstrates market satisfaction itself to be a relatively stable phenomena in that there are large carryover effects from period to period.
We also estimated the models using the overall satisfaction rating to operationalize satisfaction, rather than using the satisfaction index, in order to check for a possible confound between the index and disconfirmation. The results were almost identical as a result of the high correlation between the satisfaction index and the overall satisfaction rating (r = .98). This supports our contention that the satisfaction index is not confounded by disconfirmation. We also estimated disconfirmation versions of our unlagged and lagged satisfaction models using Equations 10 and 1 1. As expected, these results (not presented) show that the disconfirmation models are dominated in every case by the models in which satisfaction is a positive function of both performance and expectations. When satisfaction is unlagged, for example, the R2s for the satisfaction equations are only .154, .078, and .077 for the extrapolative, adaptive, and rational expectations models, respectively.
DISCUSSION
Previous studies and models provide a predominantly individual-level view of the antecedents of customer satisfaction. Modeling market satisfaction requires a conceptually different view of expectations, product performance perceptions, and subsequent satisfaction. Drawing on economic psychology and economic perspectives, we develop an approach that links marketlevel expectations, performance, and satisfaction from period to period. The approach posits direct effects of expectations, performance, and prior satisfaction on current satisfaction and argues that market-level expectations are largely rational, although adaptive to changing market conditions.
Although our results may be unique to Swedish customers, previous research suggests that this is unlikely. Wikstrom (1983) , for example, used Swedish customers to replicate a U.S.-based study by Andreasen and Best (1977) that examined satisfaction and dissatisfaction across a range of product and service categories. The pattern of results for the Swedes mirrored that of their U.S. counterparts. A recent pilot test for the American Customer Satisfaction Index, the U.S. counterpart to the SCSB, conducted for the American Society for Quality Control, also reveals similar satisfaction index levels for Swedish and U.S. buyers. Another potential limitation is that the SCSB is the result of a cross-sectional annual survey that necessitates a retrospective assessment of performance expectations. That is, customers are asked to rate how well they expected the product or service to perform. While this may create some bias in the expectation measure, the research to date supports the reliability of this measure and its use in isolating a separate expectations construct. Finally, a single survey method is used to collect all of the variable measures. The potential for method variance may systematically inflate or deflate the correlations among our variables. This suggests two important directions for future research on market-level satisfaction. One is to collect an expectation measure in a longitudinal fashion, from the same sample, prior to collecting performance and satisfaction measures. The second is to use alternative methods and measures in an attempt to replicate our results.
Most important is that our results add to existing bodies of knowledge involving both satisfaction and expectations. We find that market performance expectations in Sweden are adaptive. Like many countries, Sweden is experiencing fundamental changes in its economy. As shown by previous research on price expectations, there is a large rational component to observed market performance expectations. However, in contrast to previous price studies, there is a significant adaptive component to these aggregate expectations. Unlike price, some performance information is revealed only through experience (e.g., product durability), so that markets adapt to quality levels both during and after periods of change.
We also find that, in any given period, satisfaction is positively affected by both performance and expectations. Performance effects reflect the impact that recent experiences with a product or service have on satisfaction, while expectation effects reflect the impact that past performance information has on satisfaction. The demonstrated effect of market-level expectations on satisfaction is important. It refutes the idea that customers' expectations are only idiosyncratic variables that exert a random, self-canceling effect on market evaluations and behavior (Vanden Abeele 1988). This parallels macroexpectation effects found in other domains (Katona 1979 ) and underscores the importance of both psychological and economic perspectives in explaining market-level attitudes and behavior.
Finally, the results show that there is a significant carryover effect for customer satisfaction from period to period. That is, market satisfaction is a relatively stable, cumulative phenomena that changes gradually over time. This suggests that managers who are interested in increasing market satisfaction in order to improve future profitability should invest in long-run quality improvement programs and strategies. Shortrun tactics that temporarily increase performance or benefits per customer dollar spent will have little longrun impact. 
APPENDIX
